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REPORTING SYSTEM UFDATE

The BTA 207, Nonmonetary Determinations Report, EB version, has
been changed to reflect provisicns in Pyblic Law 96~499, the
omnibus Reconciliation Act of 1980, There will he separate break-
cuts on the form for those disgualified from EB for the following
reasons:

1. They were disqualified during the regqular bencfit serias
due to voluntary leaving, discharge for misconduct or
refusal of sultable work, where the disgualification was
not tarminated by employment because the 3tate law did
not regquire employment to reémove the disqualiflcation.

2. They were not actively seeking work or refused suitable
work according to the new P.L. 56-439 Federal definitions,

3. ‘The agant State was not in an EB period.

For specific definitions, see UIPL 1481, Wew reporting instrue-
ticns have bean issued through MTL 141% dated July 21, 1321,

The ES 203 production has been shifted back to ETA. MIL 1415
prescribes that tapes should now bea mailed to:

United States Department of Labor
Employment and Training administraticon
Room 7410, Attentlon: TURA

601l D Street, N.W.

Washington, D.C. 20213
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Tenth BEdition of Research and Development Publication

The Department of Labor has issued the tenth annual edition of
ths publication, BResearch and Development Projects, which sum-
marizes projects Funded by the QOffice of Research and Development
{ORD) of the Employment and Training Adminlstration. The
pubtlication lists projects active on September 30, 12850, and those
completed between October 1, 1977 and September 30, 1930. It
also lists reports and related publications funded by ORD and
raceived during the previous two .fiacal yeara, Projects and
publications ars grouped by subject matter. Institutional,
doctoral dissertations and small research project grants are
listed separately. The publication includes guidelines for
submitting proposals for ressarch and development projects.

Coples of the publication may bhe obtained without charge from:

Inquiries Office

ETA, Department of Labor

60l D Street, N.W., Room 10225
Washingten, D,C, 20213

Phone: 202-3276-6730
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Benafit Financing Model Status

Presently the model is available for use in eleven reserve-ratio
States, These include the original three States that worked closely
with William Mercer, Inc., to develop the model--New York, Kentucky
and Georgia-- and an additional gight States for which the madel
wés modified by the Division of Ectuarial:Eervices--ﬂisconsin,

North Dakota, South Dakota, Pannsylvania, Maine, Iowa, Nebraska

and West WVirginia. The latter two States just recently acquired
access to tha model. Substantial work has heen done with Louisilana,
North Carclina, Idahe and Virginla and it is anticipated that

these States will have access shortly. To accomodate Virginia's
experience rating system, the model is being modified to simulate

the benefit-ratio system.

gome work has besn done for Missouri and Delaware, the latter
requiring a modification to simulate the henafit-wage ratio =x—
perience rating system. In addition, preliminary work has been

done by Massachusetts toward acquiring access to the modal.

For further information about the model, contact Ron Wilus, {202-

376-7066.)
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Title: 1).1. Bepnafit Cost Medel

Author: David Teal, Supervisor

Division Support Unit, Research and Analysis

Date Reyised: September 30, 1981
Method

1.

Program is weitten in APL.

2. The benefit cost model calculates the average weekly benefit amount (WBA)
for a given universe distributed by base period earnings (BPE). (Alaska
uses base period earnings to determine WBA). This cost model §s used to
test alternate schedules for WBA. It will print an average WBA for the
universe and the percent increase over the current schedule, If requested
a table will print in fncrements of $250 [universe is in $250 increments
of BPE). 1In addition to BPE earnings intervals and corresponding bens-
fits, following 1s printed: '

a. percent of benefits at that earning interval.

b. cumulative percent of benefits.

c. percent of clatmants at that earming 1nterval.

d, cumlative percent of claimants.

e, percent of weekly wage replacement.
The table permits an easy review of the schedule ta determine the effect
of schedule om the universe. The program is tailored te the Alaskan
concept of average weekly wages {using BPE+52} however could be easily
revised for states using high quarter earnings to determine the claimants’
WBA; {where AWW=HQE/13).

3. Input

&. Universe of ciaimants by earnings interval,

b. Proposed WBA schedule using the same sarnings Tntarval.

4. Output
Average WBA for schedule and, 1f requested, detail table as defined above.

Availability

For copy of program and sample output, contact:

David Teal, Supervisor
Bivision Support Unit, REA Section

Alaska Department of Labor
P. 0. Box 1149
Juneau, Alaska 99811
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Title: Alaska Trust Fund Frojection Moded

Author: David Teal, Supervisor, Division Support Unit
Research and Analysis Section.

Date Revised: January 31, 1981
Method
1. Program 1s nri;ten in APL.

2., The truét fund model projects the trust fund balance for seven years
under three scenarios to svaluate alternative tax and bepefii provisions.

3. Input

a. Ratfo of tax base to average anmual wage for proposed tax system.

b. Interim ratic if applicable.

¢. Duration factor for variable or fixed duration of proposed banefit
pragram :

d¢. Ratic of new fneligibles in proposed new benefit eligibility
provisians.

e, Base year average weekly henefit amount from output of U.I. Benafit
Cost Modal for proposed benefit schedule.

4, Output
a, Employment, earnings and unemployment assumptions used.

b. Seven year annual summary of activity for sach scenario. Sumnary
includes tax base, taxable wages, ratin of taxable to total wages,
reserve ratas, average, minimum and maximum tax rates, contributions,
benefits and furd balance.

Availability
For copy of program and sample output, contact:

David Teal, Supervisor

Division Support Unit, R & A Section
BTaska Department of Labor

P. 0. Box 1145

Junéau, Alaska 99811
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Trust Fund Salvency/Adequacy

Common to all systems of insurance based on actuarial pringiples
is the need to establish a proper relatlonship between income,
cutgo and reserves. In order tc effect such a balance, it is
first necessary to determine the risks insured against. 1In

the case of unemployment ingurance,the risk 1s closely tied to
economiec factors which are subject to wide and sometimes sudden
fluctuations. Financial planning mugt take account of past
experience and consider possible future trends in employment
and unemployment, Most Btates conduct their own studies in
this area to determine the proper balance and reservas for an
adegquate systen.

But what is an adeguately funded system? There is no definitive
answer to that guestion. Certainly the sublect needs more study.
The following discussion of approaches to measuring adegquacy

may provide a good starting point for the creation of more
satisfactory solutions. Thiz disecussion was written by James
Manning, Chief of the Division of Actuarial Services of the
Unemplovment Insurance Sarvice.
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Unemployment Insurance Trust Fund Solvency
gnd ddeguacy

Restoring State trust funds to solvency and adequacy is a
Secretarial Objective for FY 1982. As such, the following
appeared in the FY 1982 State Agency Program and Budget
Flanning {FBP) Guidelines:

The vast majority, of States do not have adequate
truat funds. In additlon, a substantial majority of
dtate UL Trust Funds are insolvent. It ls critical
that the solvency and adequacy of State UI Trust
Funds be given high prierity in FY 1282 due to their
cuorrent weakness and the need to replenish the fund
prior to the next econemic downturn. To ensure
adecuate funding, States must carefully review their
contribution rate structure, review the relationship
petween contributions and benefit payments and provide
for an adequate income to ensure the maintenance of &
financially scund fund.

Phose States that have loans to repay or have
inadequate reserved should develop plans for restoring
financial solvency and adequacy to their trust funds.
The SESA plan should include a detailed action plan
with milestone dates to facilitate tracking. The plan
should analyze ths net impact of projected revenues and
projected bensfit payments, and it should digcouss
lagislative changes proposed Lo strengthen trust funds.

There is no one definition of an adequate reserve in the

UTS. However, the most widely accepted criterion is that of the
reaserve multiple. The Natiopal Commission on Unemployment
Compensation (NCUC) alse locked into the question of adequacy
and solvency measures. TFor your information and guidance theaa
two approaches to trust fund adequacy are discussed below.

Reserve Multipla

Total wages provide the most stable measure of program- liability

and for estimating potential liability. Moreover, the use of this
stable measure makes possible more valid comparisons, gver time,

of the impact of unempleyment levels on benefit costs. In other
words, for different years with similar unemployment levels, benefit
costs, if expressed in terms of percentages of total wages, will be
approximately egqual. Consequently, the ratio of benefit payments to
total wages during the worst prior recegsion period provides a guide to
the minimum reserve level reguired to finance a similar recession in
the futurs. The required ratio may be cbtained by relating baenefit
payments to total wages during the 12- consecutive-menth period in
which this ratio was the highest. A severe spell of unemployment,
however, is almost never confined to a single 12-month pericd, but
typically extends 18 months or more. On the average, the cost of

such a spell 1z about one and ene-half to two times the cost of the 12
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congecutive months in which ¢osts have been the highest. Thus,
a resarve fund egqual to no less than one and one~half times the

ratic of henefits to total wages during the highest-cost 12-
month periocd gives an indicaticn of a bare minimum of reserve

adagquacy.

A reserve equal ta thlis minimum level will pay the costz of one
spell of unemployment as severe as the woret previoug spsell in
the recent history of the program, with a margin of safety
added. The tax revenue collected during a recession period
would help to pay the benefit burden should the cost excaed

any previcusly experienced. This ravenue would alsc pravide

a bhaee vpon which to rabuild the reserve fund after the =pell
of unemployment was ovar,

Thig iz referred to as the razerve multiple foncept. A State
cshould have 2 reserve multipla of at least 1.5 at the onset of a
recession. The reserve multiple is defined as the ratic of the
State Reserve Ratio to the Stete's highest 1l2-mopth benefit cost
rate or '

(Reserve Ratic)

Rezerve Multiple
fthigh benefit cost rate)

{Current year raserve v current
year's total wages)

{highast 12-month cost T total wages
for same perilad) '

This reserve multiple is referred to as a2 static measure in that it
measures the adequacy of a8 State's fund at a peint in time., A short-
coming of the measure is that it is only walid at cne point in any
business oycle—--the beginning of a downturn. However, it is a

uzeful measure in that it ig a level which all States should be
bullding toward. A State car gauge where it is in the cycle and
should be able to evaluate whether it 1s likely to reach this

desired level at the appropriate time.

Twe examples will help illustrate the Reserve Multiple concept:
State A

fozt rates are compared aﬁd 1460 i3 deemed highest.

1260 benefit cost rake:

fa1I1060 benefits = 520,526,000
(b11260 Total Wages = §1,540,225,000

1960 bLenefit coat rate = (a) 3 (k) = 1.33%

1979 Reserve ratio:
{11879 reserve = £238,44Z2,000
{d! 1979 Total wages = 58,557,314,0040

-

1378 Reaserve ratio = {e) + {d} = 2.77%

179 Regerve ratio T '60 benefit cost rate
2,77%+ 1.33%
2.08

197% TReserve Maltiple
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State A's reserve multiple exceeds 1.5 and their reserve is
considered adequate.

State B
Cost rates are compared and 1875 is deemed highest

1975 benefilt cost rate:
{a}T975 benefits §24%,825,000 (Regular UI}
26,977,000 {State share EB)
$77T. 802,000 Total
(bl 1575 total wages % 15,150,942,000
1975 benefit cost rate = (a)¥% {(b) = 1.75%

1979 Reserve ratio: determined

ic)I979 Reserve = 5410,654,000

{d}1979 Totzl wages = $24,799,787,000
1879 Reserve Ratio = (¢} + (d) = 1.69%

1979 Remerve multiple = '79 Reserve ratio® "75 benefit
cost rate

1.69% 3 1.79%

.94

[

State B'3 reserve multiple is less than 1.5 and although the fund ic
solvent it i3 not considered adequate. To have an adaguate rassrve,
i,8. 1.5 multiple, the 1972 reserve should be;

"79 Reserve = 1.5 X{'75 benefit c¢ost rate)
x{'79 Total wages)

1.5 % 0179 x 24,799,787,000
$665,.874,000,

Note: Totsl wages shown in above examples are total wages for
taxable, not reimburseable, employers in a State. Likewize
benefit payments for reimburseable employers are not included
in high cost computation.

NCUC findings on State solvency Measures

The Commission recognized that States are in a critical period of
rastoring the financial solvency and integrity of their TUI programa.
Long-range financial planning on the part of States is a necessity.
Increased rescurces at all lavels-State, ragicnal, and national-
naed to be devoted to this effort. The Commisslen strongly urged
each State to develop effective solvency measures baged on the
fallowing analysisa.



Both reserve levels and the systen's revenue-generating
capacity should be considered in designing the specific
solvency measira. Past experience indicates that reserves
as a percentage of total wages at the beginning of a
dewnturn should be between 1.5 and 3,0 times the State's
average annual benefit cost rate for scme prior pericd,
Using an averags of several high benefit cost ratea provides
more stablility than a one-year rate, which could shift
dramatically f£rom year to year. The past measursment
pericd should be responsive to changing economic conditions
and thereforez be a moving base perlod, e.g., the most recent
15 years of szperience.

With respect to the tax structure adeguacy, the Comnizsion's
review indicated that State laws should provides for a maximum
income rate, or revenue-generating capacity, that iz in
exgess of the expected long-term benefit cost rate. The
axcess allows for planning error and added fund rebullding
capacity.

Those States opting for a relatively low raserve maltiple,
lags than 2.0 perhaps, accordingly should utilize a higher
maximum ineeme rate, and vice versa, OCbvicusly, the
acmbination of reeerve level and revenue-generating
capacity are for the most part determined by State ecopnomic
conditions and political prefersnces,

Phe Commission's review alsc found that the use of an absolute

or fixed measure, e&.g., absolute dollar amount to adjust tax
inflow into the fund can lead to financial difficulties. A

fixed measure gimply does not keep pace with the changing
ligbilities of the system and risk to the fund. The Commission
helievas that a provision stated in terms of a relative criterion
(such as total wages or flexible taxable wages) more accurately
reflects the changing financial recpongibilities of the system.

Regarve Laval Adequacy Versus Responsivensss

There can be developed a compromise to the ahove approaches.
Instead of having a very lardge reserve that is only needed at
the onset of an abhormal downturn, a very regponsive taxing
system 1s put in place. With such a system, a significant
drain on these reserve funds will trigger in a tax struacturse
sufficiant to cover the high costs gquickly. This, then, acts in the
game Tmanner that a large reserve does. The revenue generating
capaclty of the system must be flexible encugh to axpand many
times over from one year to the next as cpposed to the more
conventicnal experlence rating system that recovers from a
recesgion over a threa-year ¢ycle or longer, While this haz
the advantage of permitting smaller reserves, it has the lass
desirable characteristics of imposing the higher tax hefore
the downturn may be over, i.e., 1t is preocycllcal as opposed
to the more common countercyclical approach te financing.
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To further illustrate the continned deterioration of State
trost funds, the follewing cherts compare trust fund
halances on December 31 with the regular TI cutlays for
the same year. The 1974 chart shows most States had at
Jeast one year of outlays in their trust funds while the
1980 chart shows tess than half the States having one year
¢f optlsys in theilr trust fund and overall reserves well
helow the 1974 level.
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STATE TF BALANCES DEL. 1978 AS
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CHART
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A PEPCENT OF LY 1080 REG. U} OUTLAYS

)

SEECESRSERENIEN INRIESCERRLAREEREIT RSN

LT A R T SR

SiMeC ool /s O 4 USRS




—F1 -



